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r e s umen
Este artículo identifica el papel de las economías de aglomeración en 
el desarrollo de las ciudades, ofreciendo una revisión de la literatura 
de los tipos de economías de aglomeración y sus fuentes, y cómo 
las economías pueden afectar tanto el crecimiento económico y el 
crecimiento urbano en las ciudades. Del mismo modo, se pretende 
documentar cómo las economías de aglomeración pueden influir en 
el nivel de especialización y la diversificación de las ciudades.
pa l a b r a s  c l av e : Aglomeración económica, Especialización y la 
diversificación de las ciudades.
c l a s i f i c a c i ó n  j e l : R1, R11, R12.
a b s t r a c t
This paper tries to shed some light on the role of agglomeration 
economies in the development of cities, offering a literature review 
of types of agglomeration economies and their sources, and how 
those economies can affect both economic growth and urban growth 
in the cities. Likewise, it aims to document how the agglomeration 
economies can influence the level of specialization and diversification 
of the cities.
k e y wo r d s : Agglomeration economies, Specialisation and diversi-
fication of the cities.
j e l  c o d e s : R1, R11, R12.
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1. INTRODUCTION
The concentration of economic and social activities over the 
world has been increasing dramatically in recent years. Ac-
cording to United Nations (2007) it is the first time in history 
that the urban population in the world is equal to the rural 
one and by 2050 it expects urban population to represent 
70% of the total population in the world. The spatial concen-
tration is also observed within countries, in fact population 
tends to locate in the largest cities and hence the migration 
from rural areas or small cities to big cities is currently a com-
mon phenomenon. For instance, in the United States 75% of 
inhabitants live in the cities, this concentrates 83% of total 
employment in metropolitan areas, which in turn represents 
24% of the total area (US Census Bureau, 2008).
Concentration gives advantages to firms when they cluster1 
as a consequence of the presence of externalities, among oth-
ers, with spillover of knowledge or labour. These externalities 
are a source of larger productivity in the firms and therefore 
greater profit. The externalities are called agglomeration 
economies or diseconomies, and they refer to either attraction 
forces leading to agents clustering, or to forces that reject this 
agglomeration. According to Rosenthal and Strange (2006, 
p.  9) these agglomeration economies exist when “long-run 
average cost falls in response to an increase in the size of a city 
or the size of an industry in a city.” Thus these economies refer 
to benefits or cost savings that industries have when they are 
located close to each other.
1 “Clusters are geographic concentrations of interconnected companies 
and institutions in a particular field.” (Porter, 1998, p. 78).
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In spite of the study of the agglomeration economies as part 
of economics in the nineteenth century, empirical results have 
not been entirely successful because of problems in the assess-
ment of effects of agglomeration economies on development of 
cities as consequence of difficulty of implement this theoretical 
concept in quantitative models and lack in information to allow 
model estimation without omitting variables.
Faced with the problems pointed out above, there is a 
broad list that establishes a connection between the effects 
of agglomeration economies on development of cities. Some 
regularities found in these studies show a positive relationship 
between agglomeration economies and economic and urban 
growth as well as economic specialisation of cities. In this con-
text this essay mainly aims to explain how the agglomeration 
economies affect the development of cities particularly with 
accumulation of capital. Furthermore, it explains the sources 
of agglomeration, sorts of agglomeration economies and the 
current problems in the empirical studies in estimating these 
impacts. 
Thus this essay is divided in the following six parts: the 
second part will give a definition of agglomeration types, ag-
glomeration economies and diseconomies. In the third part it 
will show the four different sources identified by the literature. 
In the fourth section, it will provide a description and analysis 
of the main effect of agglomeration economies on development 
of cities such as enhancement of economic and urban growth 
and level of specialisation of cities’ economic basis. The fifth 
part describes problems in the current approach to the study 
of agglomeration economies. Finally some conclusions and 
suggestions are provided.
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2. AGGLOMERATION ECONOMIES AND DISECONOMIES
2.1.  Agglomeration economies
The study of agglomeration economies goes back to Marshall 
(1890), who introduced the concept of the agglomeration 
economies specifying the external advantages that firms have 
when they locate together, thus the agglomeration economies 
are beyond the control of the individual firm and typically 
result from the existence interaction among firms. Likewise 
Marshall identified two types of agglomeration economies; 
localisation and urbanization economies. 
2.2.  Types of agglomeration economies 
According to Marshall (1890) localisation economies corre-
spond to cost savings by the firms, depending on the size of 
the industry to which they belong therefore the localisation 
economies are external to the firm and internal to the in-
dustry. Thus the localisation economies are benefits because 
of close localisation of firms belonging to the same industry 
in a given area leading to savings on the basis of greater co-
operation in research, lower transportation rates as well as 
consumption of special inputs or services. 
Urbanisation economies are based on the size or presence 
of firms of other industries and/or the city’s size and diversity 
which allows them to share specialised inputs but also to share 
public utilities, transportation services and infrastructure. In 
fact, the city can offer access to big markets of both products 
and labour and provide to the firms located in big cities the ad-
vantage of provision of public utilities and public infrastructure 
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suggesting that there are increasing returns to scale, according 
to the city’s size. 
2.3.  Agglomeration diseconomies 
So far this chapter has concentrated on descriptions of 
positive effects of agglomeration or clustering. Nevertheless, 
there are also negative aspects insofar as density influences 
costs such as land value, pollution, congestion and crime, 
phenomena that frequently are related to overcrowding. 
As described in figure 1 the profit function in a given space 
shows an inverse U-shape, regarding the number of firms 
located versus profit. Therefore the firms’ profitability is 
increased until the utility is on its maxima. A certain number 
of firms maximise the agglomeration externalities in which 
the location of additional firms produces a decrease in the 
utility. This area of the curve is known as net agglomeration 
diseconomies and it is produced because of negative effects of 
agglomeration economies being larger than positive effects.
The above analyses used to describe the diseconomies of 
localisation economies can also be used to describe the disec-
onomies of urbanisation economies. As a matter of fact factors 
such as high prices of land as a consequence of scarcity, con-
gestion, pollution and an insufficient amount of urban utilities 
impact negatively on productivity of cities.
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3. SOURCE OF AGGLOMERATION ECONOMIES
The urban economics identified four main causes why the 
firms cluster; sharing intermediate inputs, sharing labour 
pool, labour matching and knowledge spillover. The first one 
is related to advantages that represent the interaction between 
suppliers and manufacturers in order to obtain suitable inputs 
as is the case of industries that require no standardized inputs 
or that the inputs have a higher change rate of innovation. 
Thus clustering can provide cost savings to manufacturers 
such as find suppliers specialized with lower price due to 
exploitation of scale economies by suppliers (O´Sullivan, 
2008). For instance high technology firms are near to their 
suppliers in order to respond quickly to demand changes as is 
the case of Stanford Industrial Park located in Palo Alto where 
cutting edge firms share the same suppliers of electronic 
